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Brazil and the International Monetary Fund (IMF) have agreed to a US$42 billion rescue package,
which was announced in Washington on Nov. 13. Meanwhile, President Fernando Henrique
Cardoso has sent his proposed 1999 budget to Congress for approval. Some critics have called the
budget's deep cuts, required for the IMF bailout, cosmetic.
Meanwhile, Congress has begun approving long-awaited constitutional reforms also considered
essential for economic recovery. The IMF is expected to come up with at least US$15 billion while
the World Bank and the Inter-American Development Bank (IDB) are expected to provide loans of
US$4.5 billion and US$3.4 billion, respectively. Parallel negotiations are taking place in Switzerland
with the Bank for International Settlements (BIS), which is coordinating billions of dollars in
bilateral assistance from nations eager to shore up Brazil's economy. The BIS serves as central bank
to the world's central banks.
As part of the US$42 billion package, the US has promised up to US$5 billion in short-term loans.
"We need a volume of funds that would dissipate any doubt that is currently put against Brazil,
although we may not need to use the money," said Pedro Parente, executive secretary at Brazil's
Finance Ministry. International lenders hope the infusion of cash will prevent an even greater
crisis in Brazil, which could send the rest of Latin America into recession and further undermine
global growth hit by the crises in Asia and Russia. But the government's recently announced tough
adjustment measures to reduce the public deficit by US$23 billion next year through spending cuts
and tax hikes will also aggravate the economic recession (see NotiSur, 10/30/98).
IMF Managing Director Michel Camdessus said officials were preparing "a very strong, credible,
solid program with Brazil, which has the potential to avoid a major crisis in this country and put
it potentially on a sustainable track of recovery." Critics target high interest rates On Nov. 11, the
Central Bank responded to growing calls for lower interest rates, reducing the key lending rate from
49.75% to 42.25%. Some analysts fear the rates will still paralyze the economy. Olivio Dutra, Partido
dos Trabalhadores (PT) governor- elect of Rio Grande do Sul state, says the government should
lower interest rates more to help small and medium-size businesses. Government incentives for
agriculture and small businesses would rebuild the tax base.
"The government is doing exactly the opposite," Dutra said. Brazilian interest rates, among the
highest in the world, were justified by the need to stabilize the local currency and attract foreign
capital in a country with a limited capacity for domestic savings. Rates had finally begun to come
down last year, but the Russian and Asian crises drove the central bank rate back up to 49.75%.
This pushed up the annual rate paid to commercial banks by companies in need of credit up nearly
100%, and the interest paid by consumers who had to buy on credit to twice that. Interest rates,
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not inflation, are now seen as the major obstacle to growth, and reducing interest is the focus of
economic and political debates.
Criticism of "extortionist" rates has brought together lawmakers, business leaders, and state
governors. The Sao Paulo Federation of Industrialists, headed by Horacio Lafer Piva, is calling for
an immediate cut in rates to 20% to prevent even greater production losses. Cardoso and Finance
Minister Pedro Malan argue that only a tough fiscal-adjustment program will allow lower interest
rates. They say the state, whose spending exceeds its income, forces higher interest rates, especially
when foreign capital is scarce.
But some economists reject that analysis and see the exchange rate as the key problem. They say
today's high interest rates are caused by Brazil's dependence on foreign capital, which is in turn
the product of a US$35 billion balance-of-payment deficit. They also say at some point it will be
necessary to devalue the real or allow it to float freely a measure that would immediately allow
interest rates to fall and boost economic growth. The government's insistence on keeping the real
overvalued with respect to the dollar is destroying the national economy, especially industry and
agriculture, says Deputy Antonio Delfim Netto of the Partido Progressista Brasileira (PPB), who was
minister of planning and finance in the 1970s and 1980s.
Bare-bones budget sent to Congress
The 1999 budget, given to Senate president Antonio Carlos Magalhaes by Minister of Planning
Paulo Paiva Nov. 9, contains cuts in education, health, and infrastructure to meet IMF demands.
Congress has until Dec. 15 to approve the revised version. With about 75% of the budget going to
salaries, debt servicing, and other untouchable items, the government chopped its "other spending"
including its most basic services.
Paiva said the US$34.8 billion budget calls for cuts in health and education of 7% and 12%,
respectively, but the greatest cuts will be in infrastructure. He said the original budget was for
US$41.1 billion, but 17.3% or US$7.3 billion had been cut. "We know that 1999 will be a year of
sacrifice," said Martus Tavares, the Planning Ministry's executive secretary. "This is a deep cut. We
have had to reprioritize our priorities." The cutbacks will hurt the poor, who rely on public programs
for health, education, and other benefits. Victims also include the government's program to settle
landless families, cut by 47.1%, and transportation projects, cut by 42.8% the largest reductions in
the revised budget.
"The country's social apartheid will grow," predicted Oded Grajew, a leading Sao Paulo
businessman who heads a children's rights foundation. "The rich send their children to private
schools and hospitals. The poor have to rely on public school and health systems, which will go from
bad to worse with the budget cuts." Not all in government were talking austerity, however. Congress
agreed to pay the 594 lawmakers who will attend a special session to debate government cutbacks
and tax increases US$47,000 each for three months.
In addition, The New York Times obtained government purchase orders that show minimal efforts
by the government to control spending. The Times said that, in category after category, government
spending has gone up. The executive branch spent US$221.8 million on travel between January
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and August this year, compared with US$206.6 million last year. Salaries and benefits in the federal
judiciary were up 42.8% by this August over last. Legislators salaries rose 10.6%, while those for the
military jumped 20.3%.
The Times also said not all the US$7 billion in budget cuts are actual savings but cuts to the pre-
election budget for 1999. "It's more smoke and mirrors for the World Bank, the IMF and the others,
to show the impulse of austerity," said David Fleischer, a professor at the Federal University of
Brasilia and the president of the Brazilian chapter of Transparency International. He said after the
IMF signs off on the loan, things will return to normal with more increases likely. Congress give
Cardoso a victory Congress approved measures on Nov. 4 to reduce imbalances between the public
and private pension systems, a major element of the government's austerity plan.
Although the measures have been a priority of the Cardoso administration for three and a half
years, it has taken three bouts of international financial turmoil to push them through Congress. In
presenting the reforms, Finance Minister Malan said civil-service pensions are draining the country.
While US$46 billion went to benefits for 18 million workers in the private system, the government
spent US$33 billion on pensions for fewer than 3 million retired public employees, he said.
The new measure bases retirement in the private sector on the number of years a worker has
contributed to the plan rather than on years worked. It also sets the new minimum retirement
age for civil service employees at 53 for men and 48 for women, provided the men have paid into
the pension system for 35 years and the women for 30 years. Cardoso said the aim is to end early
retirement and reduce the system's deficit. In recent years, the average age at retirement has been
49, while many public school teachers, for example, retired before the age of 40.
While the government's proposal to scrap the generous system of giving civil servants full salaries
until they die was dropped, the president is expected to issue an executive order requiring civil-
service pensioners receiving more than US$1,000 a month to pay up to 20% of their benefits back
into the system. Jose Ceccin, executive secretary of the Social Security Ministry, said the reform is
"too little, too late" to re- establish balance in the system. Nevertheless, he said the reform will save
US$1.4 billion next year, and up to four times that amount within three years. [Sources: Notimex,
11/05/98; Inter Press Service, 11/05/98, 11/06/98; BBC, 11/06/98; Clarin (Argentina), 11/07/98; CNN,
11/05/98, 11/09/98; Reuters, 11/08/98, 11/09/98; Associated Press, 11/09/98; The New York Times,
11/06/98, 11/10/98, 11/12/98, 11/13/98]
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